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The Barriers Are Formidable, 
But Are Yielding
By Carole Ann Elsea
The explosive growth of world-wide 
trade, the development of multina­
tional firms, the establishment of inter­
national monetary bodies, and the 
global focus of investors have resulted 
in an increasing demand for an inter­
nationally uniform set of generally ac­
cepted accounting principles. 
Although progress had been made, the 
development and adoption of world­
wide standards is a monumental task 
with a multiplicity of barriers.
Barriers
Barriers to international consistency 







• differences in national practices 
Each will be discussed briefly, citing 
pertinent examples which contrast 
strongly with U.S. practices.1
Human nature is a strong barrier; 
individuals are intuitively inclined to 
resist change and its accompanying un­
certainties; accountants are not excep­
tions to this general rule. Additionally, 
individuals exhibit even greater reluc­
tance to accept changes which are per­
ceived as “foreign” or “another coun­
try’s way.”
Cultural influences also inhibit con­
formity in accounting; widely diverse 
business practices and traditions have 
developed and are practiced 
throughout the globe. For example, in 
many Latin American countries can­
celled checks are not documentary evi­
dence of payment. Perhaps as a result 
of this tradition banks do not return 
cancelled checks to the issuer as a mat­
ter of course. Individuals and busi­
nesses must maintain official receipts 
of payment for taxes, governmental 
licenses, and other vital disbursements 
of cash.
Economic conditions present bar­
riers to international GAAP as eco­
nomic conditions have effected ac­
counting principles and practices in 
some nations. Price-level adjustments 
are a specific case in point. Price-level 
adjustments to financial statements 
have been developed and are utilized 
in countries, such as Chile, Argentina, 
and Brazil, where inflation has soared 
to hundreds of percentage points with­
in a few years. For over ten years 
Brazilian accountants have prepared 
balance sheet restatements of fixed 
asset costs by means of a government- 
calculated index. The net credit result­
ing from this reinstatement is recorded 
as a reserve in shareholders’ equity.2
Other barriers to GAAP are legal 
systems and legal requirements. Some 
differences in business practices reflect 
nations’ underpinning legal systems. 
Two major streams of legal thinking 
exist in Western nations: the Anglo- 
Saxon System of Case Law and the 
Napoleonic Code; far eastern and mid­
dle eastern countries, whose economic 
influence have grown dynamically in 
recent years, have yet other legal 
heritages which affect business and 
record-keeping.
Governmental rulings are a for­
midable barrier to international ac­
counting principles. Governments may 
promulgate specific handling of busi­
ness transactions which gives rise to 
one accounting treatment for taxes and 
alternate accounting treatments for fi­
nancial reporting or securities dis­
closures. For instance, in stimulating 
capital investment some governments 
allow a very rapid write-off of new in­
vestments in plant and equipment. In 
Great Britain, for example, these new 
investments may be written off in the 
year in which they are made; this is a 
100% immediate write-off.3 The treat­
ment of foreign exchange gains and 
losses is another area where some 
governments have mandated specific 
accounting methods in recent years.
Another barrier to the establishment 
of international standards is the 
development or lack of development 
of national standards.
Whether or not national standards 
are officially formulated, the histori­
cal, gradual development of account­
ing principles within individual coun­
tries has produced an incredible diver­
sity in acceptable practices among na­
tions.4 Goodwill is a typical example 
of international inconsistency. In India 
the establishment of amortization of 
goodwill is not required; in Sweden 
and Peru goodwill which is capitalized 
need not be amortized until its value is 
obviously diminished.
Progress
In spite of these many barriers, en­
couraging progress has been made 
toward agreement and uniformity 
among the accounting practices of 
numerous countries. There is increas­
ing comparison, discussion, and con­
sensus among accountants for narrow­
ing world differences.
Since 1926 there have been periodic 
meetings of the International Congress 
of Accountants which serves as an im­
portant forum for the discussion of in­
ternational accounting issues. Dele­
gates representing over fifty nations 
took a very positive step toward the 
unification of accounting by establish­
ing the International Federation of 
Accountants (IFAC) at the eleventh 
congress in Munich, Germany, in Oc­
tober, 1977. (The next international 
congress will convene in Mexico City 
in 1982.) Although the Federation will 
not address the formulation of interna­
tional principles, it will produce ethi­
cal, educational, and other non-techni­
cal international guidelines for the ac­
counting profession. Early in 1979 it 
issued an exposure draft entitled Ob­
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jective and Scope of the Audit of Finan­
cial Statements, which is to be the first 
of a proposed series of worldwide 
auditing guidelines.
Since World War II there have been 
regional meetings such as the Accoun­
tants International Study Group, 
(AISG) comprised of accountants 
representing Canada, the United 
Kingdom and the United States. The 
ASIG has served as a forum for discus­
sion of accounting topics of concern to 
each and prepared ten comparative 
studies on broad subjects such as 
materiality and accounting for tax pur­
poses. As a result of these studies, 
some degree of harmonization in ac­
counting principles has been achieved 
in limited areas among the participat-, 
ing countries.
The International Accounting Asso­
ciation in North and South America, 
the Union of European Accountants, 
and the Conference of Asian and 
Pacific Accountants are other groups 
which have also played a role in bring­
ing about the atmosphere of coopera­
tion which exists today.
The most significant achievements 
toward the standardization of world­
wide accounting principles have been 
those of the International Accounting 
Standards Committee (IASC) founded 
as a result of the Tenth International 
Congress of Accountants. The commit­
tee was formed in early 1973 by ac­
countants from nine national account­
ing societies representing Australia, 
Canada, France, Germany, Japan, 
Mexico, the Netherlands, the United 
Kingdom and the United States. To­
day approximately forty countries 
ranging from Belgium and Fiji to 
Yugoslavia and Zambia are associate 
members of the group. All have 
pledged their “best efforts” in facilitat­
ing the adoption of IASC standards by 
the accounting bodies of their home 
countries.
To date the IASC has completed 
eleven standards with others in prep­
aration. Those which have been issued 
concern these areas:
• disclosure of accounting policies




• essential information for financial 
statements
• presentation of price changes and 
their impact
• statements of changes in financial 
position
• prior period items, and changes in 
accounting estimates and policies
• research and development
• contingencies, and events occur­
ring after the balance sheet date
• construction contracts5
Some topics currently under study ad­
dress research and development costs, 
and extraordinary items such as 
foreign currency translation.
Although these standards are not 
legal mandates they represent a signifi­
cant advance toward the goal of inter­
nationally accepted accounting princi­
ples and they have had substantive im­
pact. In Great Britain, for example, all 
listed companies on the London Stock 
Exchange are required to comply with 
IASC standards. The French Institute 
has officially adopted all IASC stand­
ards and enforces compliance with 
them by established disciplinary pro­
cedures. Another indication of IASC's 
influence is Japan's move in 1977 re­
quiring companies to issue consoli­
dated financial statements as suggested 
in the IASC standard for the con­
solidation of financial statements.
The growth of worldwide economic 
interdependency has prompted in­
terest in international accounting 
standards by the United Nations. 
Specifically, the U.N.-sponsored study 
of “The Impact of Multinational Cor­
porations on the Development Process 
and on International Relations” con­
cluded that international accounting 
standards should be developed by ac­
counting experts for multinational cor­
porate financial reporting. The IASC 
has assumed this responsibility to date.
The Future
Although the barriers are formida­
ble, accountants have made considera­
ble progress toward the establishment 
of international GAPP. The Interna­
tional Accounting Standards Commit­
tee has issued eleven standards 
and the newly formed International 
Federation of Accountants will pre­
pare guidelines on related areas of ac­
counting such as ethics and education.
The authority of ISAC and IFAC 
pronouncements will be officially 
defined by more member nations. 
Some may accept international stand­
ards wholly; others, partially. In either 
case, the disclosure in financial state­
ments of differences between national 
and ISAC recommended principles 
will likely be required.
Professional accounting organiza­
tions are serving as forums for their 
members’ opinions, discussions, and 
recommendations and as sources of in­
formation for the latest international 
progress. These organizations and 
others throughout the world will also 
continue to provide representation for 
their members at the international 
meetings and in the organizations 
where international GAAP are being 
enforced. □
FOOTNOTES
1The following examples draw heavily upon 
Michael N. Chetkovich's address, “Interna­
tional Developments in Accounting and Audit­
ing", presented November 29, 1977 before the 
Conference on Accounting for Multinational 
Entities at the University of Texas at Dallas.
2Lafferty, Michael, "International Moves in 
Inflation Accounting: A Convergence of 
Methods?," The Accountant, Vol. 176, No. 
5324, (January 27, 1977), 106.
3“The Global Snares for Corporate Accoun­
tants". Business Week, (July 25, 1977), 162.
4Readers desiring further information are 
referred to the AICPA's 1975 guide to Profes­
sional Accounting in 30 Countries which con­
tains descriptions of accounting principles used 
in each of the countries as well as sections con­
cerning the country's forms of business 
organization, requirements for stock exchange 
listings, and other background information. 
Price Waterhouse & Company's Guide for the 
Reader of Foreign Financial Statements (George 
C. Watt. Editor, 2nd Edition January 1975) 
lists the primary differences in accounting prin­
ciples between the United States and twenty- 
four countries in clear, concise form.
5Not all eleven are in effect as yet: IAS No. 9. 
Accounting for Research and Development Ac­
tivities, IAS No. 10. Contingencies and Events 
Occurring After The Balance Sheet Data, and IAS 
No. 11. Accounting for Construction Contracts, 
become effective for financial statements cover­
ing periods beginning on or after January 1. 
1980.
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